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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
November 1970

INTELLIGENCE MEMORANDUM

Cambodia's Short-Term Economic Prospects

Introduction

Vietnamese Communist incursionsg since March
have created critical eccnomic problems for the
Cambodian government, Defense costs have skyrocketed
while wartime destruction and dislocations have
retarded the production and transport of commodities,
causing drastic reductions in foreign exchange
earnings and government revenues, Althourh infla-
tion has not yet reached serious proportizns, the
pressures are building. The purpose of this memo-
randum is to examine the impact of the war on the
Cambodian economy thus far and to assess the pros-
pects for the economy to mid-1971.

The Economic Impact to Date

Population Dislocations and Loss of Territory

l, The principal economic impact of the war to
date has been the loss of substantial portions of
territory to the Communists and the uprooting of
large segments of the population., The Communists
have gained control over areas normally containing
about 30% of population and food production poten-
tial, the principal rubber plantations, and a few
industrial plants. More than one-half million
people -- 10% of the population -~ have become
refugees., At least 200,000 ethnic Vietnamese have

Note: This memorandum wae produced solely by CIA,
It was prepared by the Office of Economic Rzgearch
and wae coordinated with the Office of Current

Intelligence.
' 25X1
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Leen evacuated to South Vietnam or are in camps 1
awaiting evacuation as a result of anti=Vietname:e !
sentiment stimulated by the hostilities. #Many of ‘
these were shupkeepers, skilled laborers, and fisher-

men whose importance to the Cambodian economy was

greater than their numbers suggest. Thexre has been

an influx of possibly 400,000 persons from war=-torn '
or Communist=-controlled areas into Phnom Penh,

Disruption of Transportation

2., Enemy interdiction of the rail line and
continued harassment of road and river traffic have
drastically retarded the movement of agricultural
commodities to port for export and have reduced to
a trickle the flow of international maritime trade
via the Mekong through Phnom Penh. The government's
requisitioning of civilian trucks for military serv-
ice has further complicated the transport problem,

3. None of the major lines of communication
radiating from Phnom Fanh has escaped at least
temporary interdiction since March. Enemy harass-
ment of shipping on the Mekong resulted in a virtual
three-month suspension beginning in late April of
maritime trade through Phnom Penh, which last year
handled about one-quarter of Cambodia's seaborne
trade. Traffic at this port has increased over the
past two months but is still far below pre-March
levels. Through traffic has been continuously inter-
dicted since April from Phnom Penh to Cambodia's
nther maritime port at Kompong Som by rail and via
Poutes 2 and 3. Traffic on Route 4, Phnom Penh's
only other link to the port, has been subjected to
repeated interdictions and harassment and has often
been limited to armed convoy movements during day-
light hours. Similarly, traffic eastward on Route 1
to Saigon has been largely limited to armed convoys
moving only by day. The railroad to the northwest-
ern provinces and Thailand has been interdicted
since June at a poirt about 35 miles from Phnom Penh
(limiting traffic to the sections between Phnom Penh
and 3at Doeng and between Pursat and the Thai border).
Route 5, which serves essentially the same areas, has
suffered occasional interdictions. Routes 6 and 7
to the north and northeast have long been unsafe for
civilian traffic beyond 30 or 40 miizs from Phnom
Penh. Additionally, all telecommunications lines
between major cities have been cut,
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Agriculture

4, TFood is plentiful in spite of the war, Aan
exceptional rice crop in the 1969/70 crop year --
about 3 million tons* of paddy -- left larger than
usual stocks of rice in the hands of both the
government and the population. Before the war
" intensified, a surplus of some 450,000 tons of
milled rice for expurt was expected. Actual exports
through early Octcber, hcwever, totaled only about
139,000 tons, indicating thzt surplus stocks may be
guite sizable. As of late August, the government
reportedly had 140,000 tons of rice in Phnom Penh
that were originally in%tended for export, and
there are probably substantial stocks of surplus
rice in most towns and on the farms., These stocks
are probably ample to cover both civilian and mili-
tary needs for many months,** although localized
shortages could develop because of road interdic-
tions,

5. Aside from the effects of loss of territory
to the Communists, a substantial reduction in rice
planting during the past summer will tend to reduce
the 1970/71 rice harvest., The Communists are re-
ported to have preventad some peasants from planting
in Prey Veng and Kompong Cham Provinces and to have
intimidated farmers in Battambang Province., Addi=-
tionally, ARVN operations have interfered with
farmirg in Svay Rieng and Prey Vens Provinces,
Tentative Cambodian estimates indicate that plant-
ings were down 10% to 20% in relatively secure
Battambang, and about 20% on the average for
government-controlled areas, with greater reductions
in some other areas.

6. Rubber production has fallen sharply. Most
of the large Kompeng Cham rubber plantations, the
sites of heavy US/ARVN operations early in the war,
are under Communist control and often serve as Viet
Cong sanctuaries. Only about 5% of the rubber trees
have reportedly suffered bomb and shrapnel damage,
but rubber-processing facilities have been virtually

* All tonnages in thie memorandum are in metric
tons.
**  For example, 140,000 tons of rice are sufficient
to feed the prewar population of Phnom Penh for more
than a year or an expanded 200,000-man army for more
than three years.
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wiped out and production brought to a halt.
Cambodia normally produces about 50,000 tons of
rubber annually, and rubber exports normally ac-
count for one-fifth to two-thirds of total export
vaiue. Only 18,000 of an expected 46,000 tons
have been exported thus far this ycar, most of it
in the first quarter.

7. Corn production has also been unfavorably
affected by the war because the main corn-growing
area between Phnom Penh and Neak Luong was the site
of considerable fighting during the planting period.
Corn is Cambodia's third most important export,
although comprising only about 5% of total exports.
A sizable portion of the coming crop is presumed
lost, and export availabilities are likely to be
small. Also, the nraduction of forest products,
another important export, has declined because of
insecurity in major forest lands.

8. The fish catch, mainly from the Tonle Sap,
probably has fallen because of the expulsion of
Vietnamese fishermen, but there is no evidence of
prolonged shortages aither of fish or meat in Phnom
Penh. If prices of these products should rise
substantially, the illegal flow of Cambodian beef
cattle to Saigon would probably be reduced and sales
to Phnom Penh increased,

Industrx

9. The loss of output in Cambodia's embryonic
industrial sector is of relatively minor conse-
quence to the economy. Although virtually all of
Cambodia's industrial caparity is located in
government-contrclled areas -~ the paper mill at
Chhlong being the only important eXception == that
sector has been greatly affected by the hostilities.
Of the large-scale plants, only the petroleum
refinery and the sugar and textile plants are still
operating. War damage or VC presence has brought
production to a halt at the Tuk Meas fertilizer
plant, the Chhlong paper mill, and the 50,000-ton-
per-year Chakrey Ting cement plant, which supplied
one~third of Cambodia's cement needs.

10. A general industrial slowdown has been

occasioned by the difficulties in bringing materials
to plants and delivering finished goods to mariets,
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by labor shortages induced by the rapid expansion

of the army and the Vietnamese evacuation, znd by
the requirements that factories form self~datense
units from their labor force, Moreover, thae tex-
tile plants are now producing khaki for milltary
uniforms rather than civilian fabrics. The refinery
at Kompong Som has twice been forced to shut down
for periods of two weeks because the plant's storage
tanks became filled when refined products could not
be securely transported to Phnom Penh. No serious
petroleum shortages have developed, however,

Tourism

li. The Communist occupation of Angkor, the
fighting at Siem Reap, the poor state of transpor-
tation, and the general insecurity have temporarily
eliminated tourism as a source of foreign exchange,
Upwards of 46,000 foreigners visited the temple

"ruins at Angkor and the picturesque capital l-st
year., Their spending -=- about $2 million¥* in
1969 -- will be only partly supplanted by that of
ARVN s:ldiers, :

Foreign Trade

12, The value of exports in 1970 had originally
been projected at abc¢ut $96 million, about 85% of
which consisted of rice, rubber, and corn., Because
of the war-induced disruption, the Cambodians in
July revised their projected total downward to
about $46 million. No more than about $25 million
worth of exports were shipped in- the first half of
the year, however, and exports since then have been
ninimal so that even the revised figure now appears
too high,

13, Cambodia's imports normally run about $100
million annually, of which about 15% are capital
goods, 40% are consumer goods, 20% are materials
for the consumer industry, and 25% are for govern=-
ment uses and capital goods industries. ._..p0rts
are government-controlled, and controls have been
tightened since the outbreak of hostilities., The
government had ample stocks of imported goods on
hand when hostilities began and has conserved foreign

¥ ALL US dollar figures are caloulated at the of-
fioial exochange rate of 55.5 riels = US $1.

-5 -
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exchange by drawing on these stocks while severely
curtailing nonessential imports. Foreign exchange
allocations to the private sector amounted to less
than $100,000 from June through September. Imports
for all of 1970 will probably amount to about $45
million == culy half of the original estimates.

l4. Owing to the strict control of foreign
exchange, reserves stood at $67 million as of mid-
October 1970 -- or at about the same level as at
the end of March. Only about $16 million of thece
reserves are in liquid form. About $40 million*
reportedly are blocked in medium-term investment
contracts until December 1970, and about $11 million
are held in ronconvertible currency.**

Government Finance

15, More than half of government revenues are
normally derived directly or indirectly from imports.
Taxes and other levies add about 60% to the CIF
value of imports. About 40% of government revenues
are derived from tariffs and other taxes on imports,
and another 35% to 40% stem from various taxes on
sales and business income, about half of which in-
volve imported goods. Revenues from government
services, other government enterprises, and the
state lottery account for another 15% to 20% of
revenues. Theve are no significant taxes on exports.

16. Peacetime budgets normally allocated expen-
ditures roughly equally among defense, government
administration, and economic development. The
original 1970 budget projected total spending on
the order of $177 million, with the usual one-third
for defense. Only $19 million in loans and advances
were to be required to finance the expucted deficit.
However, war and mobilization have almost doubled

25X1

" inese inolude between $8 million and $9 million
worth of assets of the defunct Indoehina Inetitute
d'Emission that France has held since 1958 pending
an agreement on their distribution between Cambodia,
Laos, and South Vietnam.

-6 -
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government expenditure projentions and have more

than tripled defense allocations. With revenues
expected at roughly half of the original projections,
a massive deficit is inevitable.

Money and Prices

17. Conservative fiscal and monetary policies
over the years have kept prices remarkably stable.
The failure of the money supply to keep pace with
the growth in population and national income, in
recent years has thus far facilitated the absorp-
tion of a war-induced infusion of riels without
serious inflation. The inflationary impact has also
been lessened by abundant supplies of basic food-
stuffs and considerable stocks of imported goods,
The government's practice of delaying payments =--
even military salaries -- in recent months has also
slowed the impact. Prices of some commodities,
notably rice, vegetables, fruit, meat, and charcoal,
have risen by as much as 100% at times, but these
increaser i.ave been temporary and the result of
local shourtages rather than any significant infla-
tionary trend.

18, 1In view of projected government deficit
spending, well in excess of $200 million over the
next 12 months, however, strong inflationary pres-
sures can be anticipated. 1Inflation is unlikely to
have a great impact on the majority of the populace
who live on farms and are largely self-sufficient.
The inflationary pinch will be concentrated on the
10% to 20% of the populaticn living in cities.

Foreign Aid

19. Cambodia has received large-scale military
ald commitments only from the United States —--
nearly $50 million to date, with a possibility for
substantially more before the end of FY 1971,
Modest amounts of military equipment have been
received from South Vietnam, Thailand. Nationalist
China, 25X1

20. Cambodia's pleas for economic assistance
have so far gone largely unheeded. Japan has
offered nearly $4 million worth of humanitarian
aid, but Cambodia's request for $20 million in
economic aid has thus far fallen on deaf ears.
France has delivered 20 trucks under an earlier

-7 -
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agreement, but the Cambodians have not openly
pressed for deliveries under a $22.7 million agree-
ment signed in January 1970 for fear that admin-
istrative debate regarding allocation of the funds
would turn into a forum for the vilification of
France in its failure to support the Cambodlan
government. Economic aid is still under ccnsidera-
tion by the United States, and minor offers of
economic and humanitarian aid have been made by
Australia, New Zealand, and Denmark.

Economic Prospects Through June 1971

General

2l. The Cambodian economy will be influenced by
the security situation, by the Cambodian govern-
ment's own military and economic policies, and by
the availability of foreign economic assistance.

It is fairly certain that next year agricultural
production will be down, exports will be only a
small fraction of normal levels, and government
xpenditures for military purposes will be far
higher than this year. Without foreign aid, this
will mean a low capacity to import and extremely
strong inflationary pressure. A sizable foreign
assistance program could substantially reduce these
pressures, but some degree of inflation appears
to be inevitable berause of the increase in demand
for services and service goods that can be provided
only from local sources.

22, The security situation has been relatively
stable for several months, and our projections
through June 1971 assume no significant changes.
The situation is difficult to describe in terms of
territory actually held by Communist or Cambodian
government forces (see the map). There are vast
areas of the country that are "controlled" by
neither side. But even in areas under government
control, lines of communication frequently are
disrupted by enemy harassment. In all, government-
controlled areas contain about 70% of the Cambodian
population (including refugees) and rice production.

Agriculture

23. Climatic conditions have been particularly
favorable for Cambodia's 1970/71 rice crop. However,
-9 -
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because approximately 25% of the ricelands are in
areas under nominal Communist control, and because
the hcestilities are believed to have caused a 20%
reduction in planting, the rice harvest in govern-
ment-controlled areas is expected to total only
about 1,7 million tons of paddy. Allowing for a
net influx of some 200,000 refugees to government-.
controlled areas, about 1.4 million tons of paddy
would be needed for internal consumption require-
ments, leaving a potentially exportable surplus of
some 150,000 tons of milled rice (see Table 1l).

24. Two additional factors could have a consid-
erable effect on the size of the rice surplus.
Rice-growing areas under Communist control are
likely to produce a surplus =-- possibly amounting
to more than 100,000 tons* -- in excess of the
population's consumption requirements in 1971. This
surplus is more than sufficient to meet the needs
of Communist forces in Cambodia and the import
requirements of those in rice-deficit areas of
South Vietnam and southern Laos. Before the out-
break of hostilities, the Cambodian government
provided about 20,000 tons of rice annually to the
Vietnamese Communists. Current Communist require-
ments for Cambodian rice are probably of this same
order of magnitude. Whether or not the Communists
will permit movement of the remaining surplus to
markets in government-controlled areas is uncertain.
Moreover, even in those areas, surpluses may be re-
duced by spoilage losses resulting from a shortage
of storage facilities.,

25, Rubber production is expected to be negli-
gible in 1971. Nearly all of the plantations are
likely ¢to remain in Communist-controlled areas,
and few of the extensively damaged processing facil-
ities could be repaired in time to have much effect
on rubber exports before 1972. '

26, Commercially important corn production
will probably continue to be hampered by insecurity
and ARVN operations in areas southeast of Phnom
Penh. Corn exports will probably remain low.
Throughout the country, production of fruits and

¥ This estimate, is based on peacstime production
capability., Actual surpluses may be much emaller
as a result of the hostilities and enemy occupation,

- 10 -
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Table 1

Cambodia: Production and Consuzpticn of Milled Rice for 1971, by Area of Cormunist and Canbediaz Cezmtrel 2/

Thousands Thcusand Metric To=ns
Estinated 1970 Estimated 1970/7%1 Estimated Ccnsupticn Estinated Surplus
Population Production Pequirczents 5/ or Deficit
GKR~- Communist- GKR- Commrunist- GKR~ Cocmunis t- GKR~ Co==unist-
Controlled Controlled Controlled Controlled Cuntrolled Contrclled Ccatrolled Controlled
Area Area Area Area Area Area ¢/ Area Area
Provinces under GKR control 2,225 o 430 e 355 o s 3
Battambkang 655 1] 235 o 105 G 130 o
Koh KRong 45 0 5 0 S ] 0 1}
Kompong Chhnang 325 [} 63 ] 50 [} 15 2]
Kompong Speu 365 ] 65 ] &0 1} 5 [}
Pursat 215 /] 60 1] 3s a 25 0
Autcnomous municipalities d/ 620 0 Nagl. 1] 100 1] -100 2]
Provinces under partial
GKR control e/ 2,585 1,820 560 365 415 290 145 is
Kampot 285 120 80 35 45 20 35 15
w Kandal 725 115 65 10 115 20 -50 -5 w
= ! Kompong Chanm 415 560 95 25 65 90 30 -65 =
— Kampong Thom 55 : 280 15 70 10 45 5 25 P
O - 0ddar Meanchey N.A. N.A. N.A. H.A. N.A. N.A. K.A. N.A. O
o) Prey Veng 325 255 85 70 s¢ 0 30 0 =
m 1 Siem Reap 165 205 65 75 25 35 35 45 —t
Svay Rieng 200 145 70 50 30 25 40 28 ;j
l-] Takeo 415 140 85 30 65 20 20 5 P
Provinces under Communist control o 320 o 30 0 50 o =20
Kratie 1] 150 0 15 0 25 0 -10
Mondolkiri 1} 20 0 Negl. Q 5 1] -5
Preah Vihear 1] 50 0 ¥egl. 0 10 ] =10
Ratanakiri 0 60 0 15 [} 1c )] 5
Stung Treng 0o 40 0 Negl. )] 5 0 -5
Total 4,810 2,140 890 395 770 340 220 58
Consumption needs of approximately 400,000 refugees -65 65
Potential surplus 155 £/ 120 £/

Z. Data have been rounded to the nearest jive. Because of rounding, components may not add to the *otals shoum.

b, Estimated at 0.16 metric ton per person annuaily.

¢. Consumption requirements for indigenous Cambodians only.

d. Including Phnom Penh, Kompong Som, Bokor, and Kep.

e. Population and rice production are assumed to be diatzibuted proportionately to araas of econirol,

f.  This estimate was derived by projecting demonstrated peacetinme production capability. Zzcept for an estimated 202 couniry-
wide decline in rice planting, it contains no other adjustment for the effects on rice producticn as a result of damage, ene=my
occ:gation, and refugee movements. Consequently, actual surpluses -- particularly in enemy-controlled areas -- may be much
smaller.

d Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030166-5



3 N \ ) ) B

K I L a ., ’ . i ' e ) ' oL f -
sified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030166-5

SECRET

Declas

vegetables can be expected to remain more than
adeqnate for internal needs, but transport disloca-
tions are likely to cause occasional supply prob-
lems.

Industry

27, Industrial production is unlikely to exceed
one~half of the 1969 level so long as the country's
only cement and paper plants remain out of produc-
tion and enemy interdictions to transport continue
to interrupt the flow of raw materials to other
factories and the distribution of their products
to markets. The Cambodians have shown little
capability to improve the situation. Consequently,
no significant change is expected before mid-1971.

Exports

28. The anticipated drop in rice production, a
sharp decline in industrial activity, and a con-
tinued absence of rubber production will signif-
icantly reduce the total output of goods in Cambo-
dia, but the primary impact will be on exports.
The total value of exports in 1971 probably will
not exceed $15 million, compared with an average
of about $80 million for the last five years. One
should not rule out the possibility, however, that
a few improvements in the transport situation --
for example, the repair of the Phnom Penh - Battam-
bang rail line, improved security for shipping on
the Mekong, or full cooperation from the Thais in
moving rice by rail from Battambang to Bangkok for
export -- could generate exports substantially in
excess of $15 million.

Imports

29. Abstracting from monetary developments and
military requirements, import demand will also
decline. Demand for imports of raw materials and
capital goods will probably decline proportionately
to industrial output and the level of construction,
perhaps dropping by as much as 50%. Annual con-
sumer requirements for imported essential goods ==
based on prewar consumption levels and adjusted
for the proportion of population in government-
controlled areas =-- are estimated to be about $35
million to $45 million. This figure includes
rough allowances for imports of final goods and

- 12 -
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imports of raw materials for consumer goods
industries. To the extent that these industries
are disrupted by the war, the requirements for
imports of finished goods will be increased and
those for raw materials will be reduced, although
by less. If the demand for nonessential consumer
goods is also roughly proportional to population,
fotal annual consumer import demand =- exclusive
of military-related imports, such as petroleum =--
will amount to $45 million to $55 million.

30. With exports a small fraction of normal
levels, the supply of imports will depend on the
availability of foreign aid and the extent of any
drawdowns in foreign exchange reserves. As noted
earlier, government reserve policy has been highly
conservative, To date the shortfall in axport
earnings has been offset entirely by cuts in imports;
foreign exchange reserves have not fallen., Althcugh
as stocks of imported goods become exhausted, the
government can be expected to allocate foreign
exchange from reserves, it probably is not prepared
to draw these down drastically, even if it expected
foreign aid to be forthcoming soon.

31, We assume, therefore, that a $15 million
reserve drawdown in the remainder of 1970 and one
of similar magnitude in the first half of 1971 are
the most that can reasonably be expected. Together
with projected exports, the above reserve drawdowns
give an import capacity of about $45 million at an
annual rate, or roughly what is needed to cover
the essential requirements of the population. This
level of foreign exchange supply, however, would
pe insufficient to pay for substantial amounts of
military-related imports, for capital goods imports,
or for consumer luxuries. Supplies of many goods
would decrease or disappear, thereby further feed-
ing inflationary pressures created by rising mone-
tary demand.

Official Budget

32, Cambodia's budget has been increased
enormously as a result of the war and mobilization.
The latest revision of the official budget for
calendar year 1970 calls for expenditures totaling
some 18.2 billion riels (about $328 million), almost
twice the size of budgeted expenditures in 1969,

- 13 -
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The lion's sharo == necarly two-thirds -- of the
increase is allocated for defenso purposes, primarily
personnel costs., This ocotimate appears to ke sub-

) stantially inflated, however, possibly by ag much

’ as 5 billion riols,

Military Exponditures

33. Official military expendituro estimates are
based on regular armed forces totaling 210,000 men
throughout the last half of 1970. At mid=yoar, how=-
ever, the actual strength of Cambodia's regular

. armed forces was about 110,000 and by mid-Octobor
‘ apparently did not exceed 160,000. Furthermore,
the Cambodians, themselves, say that thoy do not
' expect to reach 210,000 men before the end of tho
! year., Even if the Cambodians were to achiove the
Y 210,000-man goal by the end of 1970, the average
: for the six-month period would probably not be
! more than 160,000. Morcover, comparisons with past
budgets indicate that the average grade projectad
by the Cambodians for the cxpanded 210,000-man army
is not far different from that of theo 1967 army of
' 35,000 men., Actually, the average grade should be
' lower, in v.cw of the fact that moust of the added
personnel are untrained recruits.*

J4. Nonpersonnel costs also appear to be in-
flated. 1In view of the fact that Cambodia's
essential military hardware requirements are being
met from foreign grants, the approximately $100
million allocated for costs other than personnel
in the 1970 military budget is highly suspoct. An
outlay of this amount would cqual budgoted porsonnel
costs, while, under pcacctime conditions, operating
costs amounted to only about 10% of personnel costs.

% Both the army and the civil gervice are highly
paid compared with the reot of the pcpulation. On
the baois of 1966-67 budget data, government am-
ployees, including military, comprised about 17% of
the nonagrioultural work force, yet they earnaed 456%
of the acoountable salariee paid by businesas and
governmant. Moreover, a Cambodian private'e real
wage appears to be double that of his South Vietna=
megae counterpart and two-thirds above that of a
Thai soldier. While high military pay makes oomae
sange for a emall army in paeacetime, it may be im-
poasible to custain over a long paeriod of large-
scale modbilisation.
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In the present circumstance, it sooms more ran-
gonable to assuma that oporating costs would range
from 20% to 30% of personncl couts, deponding upon
the militar o’ ture assumed by the Cambocians and
thae availab lfty of imported support oquipmont,

' 35. After adjusting for 4inflated projactions
of force lavels and nonporsonnel costs, estimates
of the offc.ots on the monotary situation through
Juno 1971 ware derived as shown in Table 2. Depend-
ing upon whether the Cambodians achiove a military
force level of 160,000 or 210,000 by 31 Decamber,
total military oxpenditures would amount to between
5.4 billion and 5.8 billion riels for calendar yaar
1970. These expenditures for the first half of 1971
would amount to between 4.2 billion and 5.8 billion
riels, depending upon whother the force lovel was
maintained at 160,000, as shown in the first example,
or increased to 225,000, as shown in the second
cxamplo,®

Civilian Exponditures

36. Civilian expenditures were budgeted at 6.1
billion riels for 1970. Personnel expenditures
account for 3.8 billion riels, or 62% of the total,
and will probably remain at the same annual rata
in 1971. Material expenditures have been rovised
downward by the Cambodians and are now aptimated
at 2.1 billion riels for 1970 and also are projaected
te continue at that same annual rate for 1971,
Capltal oxpenditures have probably amounted to no
more than 150 million riels thus far in 1970 and
arg gipociad 1o be viytually nonexistent from now
until at least tho ond of June 1971.

37. In the revised budget for 1970, the Cambo-
dians allocated an additional 1.3 billion riels to
a miscallancous category meant to cover civilian
nceds brought abaut by the war: fepairs to roads,
bridges, and railroad and telecormmunications lines:
refugeo needs; and political, peychological, and
cultural activivies In vigw of the fact that most
refugee relief is being handled through humanitarian

It should be noted that budgeted food conta for
the paramilitary forwes may aiec be inflated. They
are not aoneidered part of the repular Sorces and
are provided a subeietence allowanoe only <in the
event they are foroed to leave their loocai area in
aupport of regular foroes.
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aid programs and that repairs to bradgos and the
like have boen minimal, more reasonable estimaten
arc 100 million riels for 1970, inereasing to 400
million riels in the First half of 1971,

Raceipts

38. Budget recaipts depend baslcally on imports
and on the population under government control.
In tho first six months of this year, revenuos
amountad to about $45 million and are expected to
approach 575 million to 585 million by year's end.
Assuming no forelgn economic aid and a 515 million
drawdown in foreign exchange reservaes in both 1970
and the first half of calendar year 1971, receipts
from customs duties and sales and buginons taxes
on imports would amoynt to about $27 million in
1970 and $14 million in the first half of 1971.
Rovenues from strjctly domestic sources are epti-
mated at 2,8%0 million riels for 1970 and 1,470
million riels for the first half of 1971, about 30%
below normal levels.

Budgeted Doficit

39. The enormous increase in expenditures and
the sharp dacline in revenues (in the absence of
foroign oconomic aid) yield a massive budgetary
deficit for czlendar yoar 1970 and the first half
of 1971. The adjusted deficit for 1970 ranges from
7.2 billion to 7.6 billion riels, depending upon
force levels. This sstimate, while very large, is
considerably below the official estimate of a 12-

i1V mnmawdal deefiis £ 1090 Por el Ed wwmes Wnule
assaTn daTa GCLalae UL aw v, fwas will K253 w stdiaa

of 1971, an additional budqget deficit of betweoen
5.4 billion and 6.9 billion ricls can be expected.

Casgh Deficit

40 . Moneotary data show that the actual cash
caficit ig running well behind even our budget
projections. ‘The actual cash deficit -- a8 measn-
ured by the increasc in the government's debt to
the central bank for the first nine montha of 1970
{(incurred larqgely since iApril) -« amounted to about
J billion riels. Our adjusted budnot calculations
yield a deficit of about 5.6 billion riels in tle
same poriod. The difference probably mainly ro-
flocts delays in government payrmentn. In poene
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inptances, military payrolls have boen three and
four months in arrears. Obviously, the delaying
procens cannot continue much longor. We oxpeot the
cagh doflcit to Lncrease sharply during the noxt
fow montha (to a monthly rate of baotwoon 600 million
and 800 million riels during Octobar=Decenber) and
to approximately equal the accounting deficit (an
avorage monthly rate of between 900 million and
1,100 million riels) in the first half of 1971.
this assumes no furthor change in the size of the
unspent backlog of authorized expoenditures after
the end of 1970.

Moeney Supply

41. The budget Jdoficit and an increano in pri-
vate hank cradit* caused the money supply to rise
by 32% from January to Auqust of this year, compared
with an increase of 3.0% during all of 1969. Thoe
entire increase in the money stock was absorbed
into currency in circulation, which rose by 46.7%
while demand deposits declined by 4.2% over the
same period.

42. During thec next several months, budget def-
icite will increasingly dominate the monctary situa-
tion. Other influences will be relatively small.
Even without foreign aid, exports would drop more
than imports, a deflationary factor. The impact of
the demand for private credit is difficult to assess.
With the disruption of industrial and construction

activities and a smaller farm population, as well
. as a seasonally weaker farm demand in the latter

part of the year, deianhd f0f private c<redit for
productive purpores may decline bofore year's ond,
On the other hand, demand for private credit for
speculative purposes geemss to have been atrong in
the last few months and may continue to increase.
Thege two influences will tond to cancel out.

43. The monetary effects of these various fac-
tors are projocted in Table 2. The money Bupply

would (nercane {n the ranae o 1.8 billieon Lo
4.6 billion riels before the end of the year and
botween 4.5 billion and 6.1 billion in the first

8ix montha of neoxt year.

+

tal ban# oredit

During January=Auguet 1277 o
{llio ricla.

»
inereaaed by $7%, to ¢,870 mill

*
»
»

&
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Priceg

44, 1If the pricc levael rose in proportion to
' the monoy supply, it would increase about 40% in
the socond half of thig yecar and another 50% or go
in the first half of 1971. Doc¢lines in production
! and imports could result in even higher rates of
inflation. On the othex hand, the avallability of
large rice stocks and declines in local demand for
cortain guods under conditions of inseocurity could
hold price rises below thu growth of the money

supply.

45. 'The stock of moncy has risen very rapidly
since March, yet strong upward pressure on pricoea
was not avident until August, and the increase in
the August price level could be at least partly
explained by shortages of meat arising from sharply
increased military activity during the month in the
immediste environs of Phnom Penh. ‘The government
has tuccessfully kept the price of rice down by
solling off stosKs 2nd can continue to do so for
a long time bec¢ause large stocks are still avail-
able. Another important influence secems to have
been consumer psycholoqgy. Apparently, congsumors
have beon willing to hold largeor cash balances,
possibly because of the unavailability of cortain
consumer items, the paucity of preferred investmant
opportunitien, and, most importantly perhaps, a
reluctance to purchase durable goods and othorx
luxury items where fasccuiity prevails. The latter
reaction to fegurity hos boen cbzerved on various
occarions, including the aftermath of the Tot
offcnuive in Scuth Victnam,

46. If, however, the military situation markedly
improved, it seems likely that consumers would re-
gain their confidence, and the rate of spending
would increasc. Under these circumstances, tho
government would have to take steps to mop up this
excess purchasing powor by ralging taxes.
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